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THE EXCESS BURDEN OF TAXATION 
 
U. V. Kolomiiec, group F-73 
The excess burden of taxation is the efficiency cost, or deadweight loss, associated with taxation. 
The total economic burden of a tax includes both payments that taxpayers make to the government and any 
lost economic value from inefficient activities undertaken in reaction to taxes. Since direct tax burdens take 
the form of revenue that taxpayers remit to governments, the excess burden of taxation is the magnitude of 
the economic costs of accompanying economic distortions. For example, a tax on labor income typically 
discourages work by encouraging inefficient substitution of untaxed leisure for taxed paid work. At low tax 
rates this substitution entails only modest excess burdens, since, in the absence of other distortions, the 
welfare cost of substituting an untaxed for a taxed activity simply equals the tax rate, the difference between 
pretax and after-tax returns to the taxed activity. At high tax rates this difference is quite large, and as a 
result, residents of economies with high tax rates may face substantial excess burdens of taxation. Indeed, it 
is entirely possible for the excess burden of a tax to exceed the revenue collected; a tax imposed at so high a 
rate that it eliminates the taxed activity clearly has this feature. 
The excess burden of taxation is commonly measured by the area of the associated “Harberger 
triangle” (Hines, 1999). The base of the Harberger triangle is the amount by which economic behavior 
changes as a result of price distortions introduced by the tax, and the height of the Harberger triangle is the 
magnitude of the tax burden per unit of economic activity. 
Consider the adjacent graph, which shows the impact of a unit tax of $T in a competitive market. 
Initially, the equilibrium price is P, and the equilibrium quantity is Q. The imposition of the tax causes the 
equilibrium quantity to fall by ∆Q, and the price to consumers increases by ∆Pd while the price to sellers falls 
by ∆Ps. The efficiency loss of the tax is given by the sum of the two triangles labeled A and B on the 
diagram. 
For convenience, call the efficiency loss Z, so Z = A + B. As stated in the text, the size of this loss 
increases with the elasticities of either supply or demand. This note will develop a formula for the size of the 
efficiency loss so that we may show the dependency of this area on the two elasticities. 
We begin by noting that the area of a triangle is one half the base times the height. In this example, 
each triangle has base equal to ∆Q. Triangle A has height ∆Pd, while triangle 
B has height ∆Ps. The efficiency loss is therefore Z = A + B = 1/2∆Q∆Pd + 1/2∆Q∆Ps = 1/2∆Q(∆Pd + 
∆Ps)= 1/2∆QT. This last equality follows because the tax, T, must be the difference between the price paid by 
consumers and the price received by sellers.  
We saw earlier how taxes on goods and services of businesses can change the demand by citizens, 
supply, and equilibrium price and quantity. Taxes provide revenues to the government and are usually paid by 
both buyers and sellers. To see the welfare effect of taxes, we need to compare the revenue received by the 
government, and the dead weight loss (also known as "excess burden" or "distortionary cost") to the consumers 
and producers. 
The excess burden of taxation is the efficiency cost, or deadweight loss, associated with taxation. Excess 
burden is commonly measured by the area of the associated Harberger triangle, though accurate measurement 
requires the use of compensated demand and supply schedules. The generation of empirical excess burden studies 
that followed Arnold Harberger’s pioneering work in the 1960s measured the costs of tax distortions to labor 
supply, saving, capital allocation, and other economic decisions. More recent work estimates excess burdens 
based on the effects of taxation on more comprehensive  measures of taxable income, reporting sizable excess 
burdens of existing taxes. 
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